report of the auditor-general to northern cape provincial 

LEGISLATURE AND COUNCIL ON IKHEIS LOCAL MUNICIPALITY 

report ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the financial statements of the IKheis Local Municipality set out 
on pages xx to xx, which comprise the statement of financial position as at 

30 June 2012, the statements of financial performance, changes in net assets and cash 
flows for the year then ended, and the notes, comprising a summary of significant 
accounting policies and other explanatory information. 

Accounting Officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards on Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 201 1 (Act No. 6 of 201 1 ) (DoRA), and 
for such interna! control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the General Notice issued in terms thereof and international 
Standards on Auditing. Because of the matter(s) described in the Basis for disclaimer of 
opinion paragraphs, however. 1 was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. The municipality did not consistently apply the method and assumptions used in 
determining deemed cost of the infrastructure assets, as required by GRAP 17, 

Property, plant and equipment,, resulting in an understatement of the carrying value of 
infrastructure assets and accumulated surplus by R5 700 122. 

5. Remaining useful lives of infrastructure assets were not calculated in terms of the 
adopted methodology, as required by GRAP 17, Property, plant and equipment, 
resulting in the carrying value of infrastructure assets and accumulated surplus being 
overstated by R1 095 423. 

6. Current replacement cost of various infrastructure assets was not calculated in terms of 
the adopted methodology, as required by GRAP 17, Property, plant and equipment, 
resulting in an understatement of property, plant and equipment and accumulated 
surplus by R2 394 726. 

7. Significant differences were Identified In the measurement of various items of 
infrastructure assets as included in the fixed asset register, which Is contrary to the 
measurement requirements of GRAP 17. Property, plant and equipment, resulting in 
the understatement of the road, sanitation and water networks by R8 933 480. 

8. I was unable to obtain sufficient appropriate audit evidence for a difference between the 
fixed asset register and property, plant and equipment as disclosed in the annual 
financial statements amounting to R7 948 465. 1 was unable to confirm the difference by 



alternative means. Consequently, I was unable to determine whether any adjustments to 
property, plant and equipment were necessary. 

9. 1 was unable to obtain sufficient appropriate audit evidence for a difference in 
depreciation recorded in the annual financial statements and depreciation as per fixed 
asset register amounting to R237 730. 1 was unable to confirm the difference by 
alternative means. Consequently, I was unable to determine whether any adjustments to 
depreciation were necessary. 

10. Several items of municipal land and roads were identified which have not been included 
in the fixed asset register of the municipality. I have not determined the amount of the 
understatement in property, plant and equipment as it was impracticable to do so. 
Consequently, I was unable to determine the misstatement of the omission in the 
annual financial statements. 

1 1 . Municipal land and movable assets in use by the municipality were included in the fixed 
asset register of the municipality at a carrying value of R1 or at no nominal value, which 
is contrary to the measurement requirements of GRAP 1 7, Property, plant and 
equipment. I have not determined the amount of the understatement in property, plant 
and equipment as it was impracticable to do so. Consequently, I was unable to 
determine the misstatement on the annual financial statements. 

12. The municipality recognised as part of property, plant and equipment, the immovable 
and infrastructure assets of which the municipality is not the legal owner. This is 
contrary to the recognition criteria of GRAP 17. Property, plant and equipment. 
Consequently, property, plant and equipment and accumulated surplus are overstated 
by R23 680 662 (201 1 : R5 423 400). 

13. The municipality capitalised payments made in advance as part of property, plant and 
equipment for motor vehicles for which not all the risks and rewards incidental to 
ownership had been transferred to the municipality. This is contrary to the recognition 
criteria of GRAP 17, Property, plant and equipment Consequently, property, plant and 
equipment is overstated and payments made in advance understated by R1 076 433. 

14. I was unable to trace municipal building improvements of R1 071 584 to the fixed asset 
register of the municipality as part of the current year additions, t was unable to confirm 
the inclusion of capita! additions in the register by alternative means. Consequently, I 
was unable to determine whether any further adjustments to capital additions were 
necessary. 

1 5. 1 was unable to obtain sufficient appropriate audit evidence to confirm the measurement 
quantities included in the fixed asset register for community assets, sanitation, roads and 
water networks with a carrying value of R66 326 703. I was unable to confirm these 
quantities by alternative means. Consequently, I was unable to determine whether any 
adjustments to property, plant and equipment were necessary. 

16. The municipality did not have adequate systems in place to calculate and record 
depreciation and accumulated depreciation, which resulted in depreciation being 
overstated by R1 706 495 and accumulated depreciation understated by R4 176 876. In 
addition, sufficient appropriate audit evidence was not available to facilitate the 
recalculation of accumulated depreciation recorded in note 2 to the annual financial 
statements amounting to R2 067 246. Consequently, I was unable to determine whether 
any further adjustments were necessary to the amount disclosed for accumulated 
depreciation. 

17. I was unable to obtain sufficient appropriate audit evidence for a difference of R670 236 
between the actual construction cost of oxidation ponds and the amount recorded in the 
fixed asset register for the construction cost of the ponds. I was unable to confirm the 



difference by alternative means. Consequently, I was unable to determine whether any 
adjustments to property, plant and equipment were necessary. 

18. Work-in-progress amounting to R8 940 769 (2011: R927 251) on capital projects has 
not been separately disclosed in note 2 to the annual financial statements, as required 
by GRAP 1, Presentation of financial statements. Consequently, work-in-progress has 
been understated and property, plant and equipment overstated by R8 940 769 (201 1 • 
R927 251). 

19. I was unable to obtain sufficient appropriate audit evidence to verify movable assets and 
land included in the annual financial statements with a carrying value of R1 602 031 due 
to various limitations experienced in the fixed asset register of the municipality. 
Consequently, I was unable to determine whether any adjustments to property, plant 
and equipment were necessary. 


Receivables from exchange and non-exchange transactions 

20. I was unable to obtain sufficient appropriate audit evidence for a difference between the 
receivable control accounts and the receivable age analysis amounting to R137 157. I 
was unable to confirm the difference by alternative means. 

21 . The municipality did not disclose receivable gross balances and 0 - 30-day balances, as 
required by GRAP 1, Presentation of financial statements, per note 6 to the annual 
financial statements accurately and a difference of R2 668 352 was identified in gross 
debtor balances and R3 383 990 in 0 - 30-day balances. 

22. The municipality made a general provision of R21 473 023 (2011: R19 318 009) for the 
impairment of receivables. The GRAP 104, Financial instruments does not allow for a 
blanket provision for impairment of financial instruments carried at amortised cost. In 
terms of GRAP 104, the municipality must assess at each reporting date whether a 
financial asset or group of financial assets is impaired. A financial asset is deemed to be 
impaired if, and only if, there Is objective evidence that an impairment loss has been 
incurred. The amount of the loss is measured as the difference between the asset's 
carrying amount and the present value of estimated cash flows, discounted with the 
financial asset’s original effective interest rate. I was unable to confirm the provision for 
impairment of receivables by alternative means. Consequently, 1 was unable to 
determine whether any individual financial asset or group, measured at amortised cost 
had objective evidence of impairment. 

23. VAT to the value of R3 502 754 (201 1 : R2 535 1 05) on the receivable balance is 
excluded from the receivable balance disclosed per note 6 to the financial statements. 
The municipality offset the VAT liability on cash to be received relating to consumer 
debtors against the consumer debtor balance of the municipality. In terms of GRAP 1 , 
Presentation of financial statements, the municipality Is not allowed to offset assets and 
liabilities unless it is required by a Standard of GRAP. 

24. The municipality did not classify receivables with credit balances as part of trade and 
other payables at year-end, which is contrary to the classification requirements of GRAP 
1 , Presentation of financial statements. Consequently, trade and other receivables from 
exchange transactions and payables from exchange transactions are understated by 
R454 264. 

25. The municipality did not have adequate systems in place to ensure that cash received 
from consumer debtors is allocated to the correct consumer accounts, which is contrary 
to the requirements of GRAP 1 , Presentation of financial statements. Consequently, 
consumer debtor accounts have invalid credit balances amounting to R229 099, trade 
payables are overstated and trade receivables understated by R495 905 (201 1 : 

R373 809). 



26. I was unable to obtain sufficient appropriate audit evidence for receivables from non- 
exchange transactions disclosed in note 4 to the financial statements amounting to 
R238 286. I was unable to confirm the receivables by alternative means. Consequently, 
i was unable to determine whether any further adjustments to receivable from non- 
exchange transactions were necessary. 

27. The municipality classified normal operating expenditure amounting to R223 131 as part 
of receivables from non-exchange transactions, which is contrary to the classification 
requirements of GRAP 1, Presentation of financial statements. Consequently, trade and 
other receivables from non-exchange transactions are overstated and operating 
expenditure understated by R223 131. 

Accumulated surplus 

28. The municipality did not have adequate systems in place to ensure that journals are 
accurate before the recording thereof, which resulted in the accumulated surplus and 
property, plant and equipment being understated by R5 335 124. 

29. Contrary to the requirements of paragraph 19 of GRAP 3, Accounting policies, changes 
in accounting estimates and errors, the municipality did not retrospectively adjust prior 
period errors, which resulted in the accumulated surplus being misstated because of the 
following: 

® An error in property, plant and equipment was not retrospectively adjusted. The error 
Is directly as a result of the phasing out of Directive 4, previously applicable to the 
municipality on the measurement of property, plant and equipment. The municipality 
measured their assets at a deemed cost as at 1 July 2009, resulting in an increase in 
accumulated surplus amounting to R72 322 814. 

• An error in employee benefits was not retrospectively adjusted. The error related to 
long-term service awards that were not recorded in the prior year's financial 
statements. Consequently, I was unable to determine the misstatement of the 
omission in the annual financial statements. 

30. The municipality did not disclose the following disclosures as required by GRAP 3, 
Accounting policies, changes in accounting estimates and errors: The nature of the prior 
period error for each period presented to the extent practicable: the amount of the 
correction effected for each financial line item; and the amount of the correction at the 
beginning of the earliest period presented. 

31 . The municipality corrected a prior period error and classified the adjustment incorrectly 
in the annual financial statements, resulting in an understatement of the comparative 
amount of payables from exchange transactions and accumulated surplus amounting to 
R1 404 800. 

Unspent conditional grants and receipts 

32. The municipality did not have adequate systems in place to maintain records of the 
Municipal Systems Improvement Grant (MSIG) funds to be surrendered to the relevant 
treasury, as required by DoRA, which resulted in payables from exchange transactions 
being understated and unspent conditional grants and receipts as disclosed in note 10 
to the annua! financial statements overstated by R516 000 (201 1 : R516 000). 



Payables from exchange transactions 

33. The municipality did not have adequate systems In place to maintain records of 
accounts payable to suppliers, which resulted in trade payables being understated by 
R751 461 . Consequently, I was unable to determine whether any further adjustments to 
the amount disclosed for accounts payable were necessary. 

Value-added tax 

34. I was unable to obtain sufficient appropriate audit evidence for a reconciliation difference 
between in the value-added tax (VAT) control account amounting to R247 097. i was 
unable to confirm the difference by alternative means. Consequently, I was unable to 
determine whether any adjustments to VAT control account were necessary. 

Leases 

35. The non-current and current portions of the finance lease liability as disclosed in note 9 
to the financial statements are overstated by R124 908 (201 1 : R404 459) due to the 
incorrect application of the initial recognition criteria of finance leases in terms of GRAP 
1 3, Leases. Leases were not recognised at an amount equal to the fair value of the 
leased assets or, if lower, the present value of minimum lease payments. 

36. The municipality did not calculate the short term portion of the finance lease liability 
disclosed in terms of GRAP 13, Leases. Consequently, the short term portion of the 
finance lease liability is understated and the long term portion overstated by R261 1 83. 

Investment property 

37. The municipality did not have adequate systems in place to identify and record 
investment property, as required by GRAP 16, Investment property, which resulted in 
investment property not being disclosed In the annual financial statements. 
Consequently, I was unable to quantify the amount of the misstatement. 

intangible assets 

38. The municipality did not have adequate systems in place to identify and record 
intangible assets, as required by GRAP 102, Intangible assets, resulting in intangible 
assets not being disclosed in the annual financial statements. Consequently, I was 
unable to quantify the amount of the misstatement. 

inventory 

39. The municipality did not have adequate systems in place to identify and disclose water 
inventory in the annual financial statements, as required by GRAP 12, Inventory. I have 
not determined the correct amount for water inventory as it was impracticable to do so. 
Consequently, I was unable to determine the misstatement of the omission on the 
annual financial statements. 

Provisions 

40. The municipality did not have adequate systems in place to identify and disclose 
provisions in terms of GRAP 19, Provisions, contingent liabilities and contingent assets, 
resulting in provisions for restoration of various landfill sites not being disclosed in the 
annual financial statements. I have not determined the correct amount for provisions as 
it was impracticable to do so. Consequently, I was unable to determine the 
misstatement of the omission in the annual financial statements. 



Employee cost 

41 . The municipailty did not present items with a different nature separately in the annual 
financial statements as required by GRAP 1, Presentation of financial statements. 
Employee cost, note 21 to the annual financial statements, is overstated by R438 289, 
due to the incorrect classification of operating expenditure as part of employee cost. 

42. I was unable to obtain sufficient appropriate audit evidence for basic salaries and 
allowances of the municipality amounting to R4 01 1 784. I was also unable to confirm 
the basic salaries and allowances by alternative means. Consequently, I was unable to 
determine whether any further adjustments to the amount disclosed for employee cost 
were necessary. 

Revenue from exchange and non-exchange transactions 

43. In the prior year, the municipality classified administration income as part of rental 
income, this is contrary to the classification requirements of GRAP 1 , Presentation of 
financial statements. This resulted in rental income being overstated and other income 
understated by 2011: R357 238. 

44. I was unable to obtain sufficient appropriate audit evidence for manual receipts issued 
by the auditee during the financial year as several receipt books were not provided for 
audit. I was unable to confirm cash received through alternative means. Consequently, I 
was unable to quantify the impact of the limitation on the annual financial statements. 

45. The municipality did not have adequate systems in place to record discount receive in 
the annual financial statements, as required by GRAP 1, Presentation of financial 
statements. This resulted in discount received and payments made in advance being 
understated by R171 400. 

46. The municipality offset revenue levied for administration services against operating 
expenditure, which is contrary to the requirements of GRAP 1 , Presentation of financial 
statements. This resulted in revenue and expenditure being understated by R217 689. 

Expenditure 

47. The municipality did not present each material class of similar items separately in the 
annual financial statements and did not present items with a dissimilar nature or function 
separately, as required by GRAP 1 . Presentation of financial statements, resulting in the 
overstatement of administration expenditure, note 20 to the annual financial statements, 
amounting to R2 285 1 56 and understatement of various other expenditure items. 

Cash flow statement 

48. GRAP 2, Cash flow statement prescribes the classification and understandability of the 
cash flow statement. The comparative figures included in the cash flow statement of the 
municipality are materially misstated, due to the following: 

o Net cash flows from operating activities, as disclosed in note 29 to the financial 
statements, are misstated with an accumulated effect of R3 893 944, as total receipts 
and total payments are understated by R1 055 815 and R4 949 759, respectively. 

9 Interest earned and paid to the value of R1 310 583 was not included in the 

reconciliation of cash flows from operating activities as per the requirements of GRAP 
2.28. 

e Net cash flows from investing activities are overstated by R4 268 602 as work-in- 
progress from previous years was recognised in the movement for the purchase of 
fixed assets in the current financial year. 

® Net cash flows from financing activities are overstated by R694 921 due to the 
incorrect calculation method applied. 



Fruitless and wasteful expenditure 

49. The municipality did not have adequate systems in piace to identify and record fruitless 
and wasteful expenditure, which resulted in note 34 to the financial statements being 
understated by R170 049 (2011: R73 246). Consequently, I was unable to determine 
whether any further adjustments to the amount disclosed for fruitless and wasteful 
expenditure were necessary. 

Unauthorised expenditure 

50. The municipality did not have adequate systems in place to identify and record 
unauthorised expenditure, which resulted in note 33 to the financial statements being 
understated by R2 667 100 {2011: R15 253 215), I was unable to confirm the 
unauthorised expenditure by alternative means. Consequently, I was unable to 
determine whether any further adjustments to the amount disclosed for unauthorised 
expenditure were necessary. 

irregular expenditure 

51 . The irregular expenditure disclosed as R9 850 795 in note 35 to the financial statements 
was understated by R4 413 952 due to payments made in contravention of numerous 
laws and regulations not being identified and disclosed by the municipality. The 
following represent the most significant matters identified in this regard: 

® There were several instances where the municipality had not obtained the required 
number of written price quotations; 

® There was several instances where the municipality did not procure goods and 
services in excess of R200 000 through a competitive bidding process: 

« The preference point system was not used for procurement of goods and services in 
excess of R30 000; 

• Winning service providers did not furnish the municipality with tax clearance 
certificates for procurement in excess of R15 000. 

52. Included in the irregular expenditure disclosed in note 35 is an amount of R581 248 that 
relates to irregular expenditure payments, that is below the required threshold values as 
determined by the National Treasury, resulting in the current year irregular expenditure 
being overstated by R581 248. 

53. In addition, I could not obtain reasonable assurance on the understatement of irregular 
expenditure as the auditee does not have a system in place that will detect and record 
irregular expenditure incurred. 

Other disclosures 

54. The municipality did not have adequate systems and procedures in place which allow 
for the identification, gathering, processing and collating of relevant information that 
would assist in meeting the disclosure requirements of relevant standards and 
legislation. Details of disclosures not included in the annual financial statements are as 
follows: 

® Budget information as required by GRAP 1, Presentation of financial statements; 

e Nature and extent of risks arising from financial instruments as required by GRAP 
104, Financial instruments; 

® Related-party relationships, transactions and balances as required by IPSAS 20, 
Related parties; 

9 Compulsory disclosures as required by section 125 of the MFMA. 



Notes to the annual financial statements 

55. Significant errors were identified In the notes to the annual financial statements, which is 
contrary to the requirements of GRAP 1 , Presentation of financial statements, resulting 
in an accumulated misstatement of R725 155. Details of the notes that contain errors 
are as follows; 

a Finance lease obligations, note 9 to the financial statements, understated by 
R231 888; 

a General expenses, note 20 to the financial statements, overstated by R1 582 338; 

® Remuneration of councillors, note 22 to the financial statements, overstated by 
R111 176; and 

a Depreciation and amortisation, note 2 to the financial statements, understated by 
R736 471. 

Comparative information 

56. Significant errors were identified in the comparative information included in the annual 
financial statements. Details of the errors are as follows; 

* The accumulated misstatement in the statement of financial position amounting to 
R893 708 was due to an understatement In total assets of R1 486 817 and total 
liabilities of R2 380 525; 

e The accumulated misstatement in the statement of financial performance amounting 
to R98 744 was due to an understatement In total revenue of R441 425 and total 
expenditure of R540 169. 

• The opening balance of accumulated surplus, as included in the statement of 
changes in net assets, is understated by an amount of R548 358. 

Change in accounting policy 

57. The municipality was subject to several voluntary changes in accounting policy, affecting 
property, plant and equipment, financial instruments and impairment during the financial 
year and did not disclose the following as required by GRAP 3, Accounting policies, 
changes in accounting estimates and errors: The nature of the change; the reason why 
applying a new accounting policy provides reliable and more relevant information; for 
the current period and each period presented, to the extent practicable, the amount of 
the adjustment for each financial statement line item affected; the amount of the 
adjustment relating to periods before those presented, to the extent practicable; and if 
retrospective application is Impracticable for a particular prior period, or for periods 
before those presented, the circumstances that led to the existence of that condition and 
a description of how and from when the change in accounting policy has been applied. 

Commitments 

58. The municipality did not have adequate systems in place to identify and disclose 
commitments at year end, as required by GRAP 19, Provisions, contingent liabilities and 
contingent assets, resulting In commitments being understated by R1 384 377 {201 1 ; 
R566 772). 



Contingent liabilities 

59. The municipality did not have adequate systems in place to identify and disclose 
contingent liabilities, as required by GRAP 19, Provisions, contingent liabilities and 
contingent assets, resulting in contingent liabilities amounting to R1 150 000 (2011: 
R955 000) not being disclosed In the annual financial statements. 

Prior year qualifications not resolved 

60. International Standard of Auditing (ISA) 710 dealing with comparatives requires the 
auditor to modify the auditor’s report when the matters that gave rise to the prior year 
modification of the audit report are still unresolved. 

Property, plant and equipment 

61. During the 2009-10 audit of the annual financial statements I was unable to obtain 
adequate supporting documentation relating to additions of R1 33 713 and capital under 
construction of R384 176. 1 was unable to confirm the payments by alternative means. 
Consequently, I was unable to determine whether any adjustments to the capital 
additions and capital under construction were necessary. 

62. I was unable to obtain sufficient and appropriate audit evidence for journals amounting 
to R1 273 840. 1 was unable to confirm the journals by alternative means. 

Revenue 

63. I could not obtain sufficient appropriate audit evidence for an unexplained difference of 
R372 952 between the property rates revenue disclosed as R977 847 and the valuation 
roll amount of R604 894. 1 was unable to confirm the difference by alternative means. 
Consequently, I was unable to determine whether any further adjustments were to the 
amount disclosed for rates and taxes were necessary. 

Value-added tax 

64. Included in VAT receivable of R919 331 were transactions amounting to R586 803 
which represent refunds expected from the South African Revenue Service. The 
reports used to complete the VAT returns did not include VAT on all taxable supplies. 
The accounting system did not accurately calculate VAT on all taxable supplies. An 
unexplained difference of R872 526 existed between the accounting system receipts 
list and the total receipts per the VAT returns. The municipality’s records did not permit 
the application of alternative audit procedures. Consequently I was unable to determine 
whether any further adjustments to the amount disclosed as a VAT receivable were 
necessary. 

Disclaimer of opinion 

65. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on 
these financial statements. 

Emphasis of matters 

66. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 



Going concern 

67. While the IKheis Local Municipality has prepared financial statements on a going 
concern basis, there are a number of Indicators that its financial sustainability is under 
threat. These include the following: 

9 The municipality is experiencing serious difficulties with regard to debt collection. 
Debtors amounting to R28 032 802 have been outstanding for more than 90 days. 

9 R29 552 651 (74%) of the municipality’s revenue constitutes government grants, 
which indicates that the municipality Is heavily dependent on the payment of the 
outstanding debtors relating to the services rendered by the municipality in order to 
honour payments to creditors. 

9 The municipality did not settle trade creditors amounting to R4 174 020 within 30 
days. 

9 The municipality overspent an amount of R2 667 100 on its operational and capital 
budget for the 2011 -1 2 financial year. 

e With reference to note 10 to the financial statements, unfavourable subsequent 
events were identified relating to the unspent portion of grants and receipts. R516 
000 of the unspent portion that relates to MSIG funds received has to be surrendered 
to the National Treasury. The municipality Is not in a position to surrender the funds 
as current liabilities exceed the total cash position of the municipality by R6 824 303. 

Additional matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Material inconsistencies in other information included In the annual report 

68. The annual report had not been received at the date of this report. 

Unaudited supplementary schedules 

69. The supplementary information set out on annexure A to F does not form part of the 
financial statements and is presented as additional information. 1 have not audited this 
schedule and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

70. In accordance with the PAA and the Genera! Notice issued in terms thereof, ! report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Predetermined objectives 

71 . lam unable to report findings on the usefulness and reliability of the annual 
performance report of IKheis Local Municipality as it was not prepared as required by 
section 46 of the MSA and section 121(3){c) of the MFMA. 

Compliance with laws and regulations 

72. I performed procedures to obtain evidence that the municipality had complied with 
applicable laws and regulations regarding financial matters, financial management and 
other related matters. My findings on material non-compliance with specific matters in 
key applicable laws and regulations, as set out in the General Notice issued in terms of 
the PAA, are as follows: 




Strategic planning and performance management 

73. The municipality did not establish a performance management system, as required by 
section 38(a) of the MSA. 

Budget 

74. Expenditure was incurred that was in excess of the limits provided for in the votes of the 
approved budget, in contravention of section 1 5 of the MFMA. 

75. The accounting officer did not assess the first half of the financial year performance of 
the municipality, as required by section 72(1) and 72(1 ){a) of the MFMA. 

Annual financial statements, performance and annual report 

76. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 1 22 of the MFMA. Material 
misstatements of non-current assets; current assets; liabilities; revenue; expenditure 
and disclosure items identified by the auditors In the submitted financial statements 
were subsequently corrected and supporting records were provided, but the uncorrected 
material misstatements and supporting records that could not be provided resulted in 
the financial statements receiving a disclaimer audit opinion. 

77. The accounting officer did not submit the municipality’s annual financial statements for 
auditing within two months after the end of the 2011-12 financial year, as required by 
section 126(1)(a) of the MFMA. 

78. The annual performance report for the financial year under review was not prepared as 
required by section 46 of the MSA and section 121(3)(c) of the MFMA, 

Audit committees 

79. The audit committee did not advise the council and management staff on matters 
relating to internal financial control and internal audits, risk management, accounting 
policies, effective governance, performance management and performance evaluation, 
as required by section 166(2)(a) of the MFMA. 

80. The audit committee did not advise the council and the management staff on matters 
relating to the adequacy, reliability and accuracy of financial reporting and information, 
as required by section 166(2)(a)(iv) of the MFMA. 

81 . The audit committee did not advise the council and the management staff on matters 
relating to compliance with the MFMA and DoRA, as required by section 166(2)(a)(vii) of 
the MFMA. 

82. The audit committee did not review the annual financial statements to provide the 
council with an authoritative and credible view of the financial position of the entity, its 
efficiency and effectiveness and its overall level of compliance with the MFMA and 
DoRA, as required by section 166(2)(b) of the MFMA. 

83. The audit committee did not respond to the council on the issues raised in the audit 
reports of the Auditor-General, as required by section 1 66(2)(c) of the MFMA. 

84. The audit committee did not meet at least four times a year, as required by section 
166(4)(b) of the MFMA. 

85. A performance audit committee was not in place and the audit committee established in 
terms of MFMA section 166(1) was not used for this function, as required by Municipal 
Planning and Performance Management Regulation 14(2)(a). 



internal audit 

86. An internal audit unit was not established, as required by section 165(1) of the MFMA. 

Human resource management and compensation 

87. An acting municipal manager was appointed for a period of 36 months, in contravention 
of section 54A(2A)(a) of the Municipal Systems Act. 

88. The municipality did not submit a report on compliance with prescribed competency 
levels to the National Treasury and relevant provincial treasury as required by the 
Regulations on Minimum Competency Levels reg14{2)(a). 

89. The annual report of the municipality did not reflect information on compliance with 
prescribed minimum competencies as required by the Regulations on Minimum 
Competency Levels reg14(2)(b). 

90. The municipal manager and senior managers directly accountable to the municipal 
manager did not sign performance agreements, as required by section 57(2)(a) of the 
Municipal Systems Act. 

Expenditure management 

91 . Money owing by the municipality was not always paid within 30 days of receiving an 
invoice or statement, as required by section 65(2)(e) of the MFMA. 

92. An effective system of expenditure control, including procedures for the approval, 
authorisation, withdrawal and payment of funds, was not in place as required by 
section 65{2){a) of the MFMA. 

93. An adequate management, accounting and information system was not in place which 
recognised expenditure when it was incurred and accounted for creditors, as required 
by section 65(2)(b) of the MFMA. 

94. The accounting officer did not take effective steps to prevent unauthorised 
expenditure, irregular expenditure and fruitless and wasteful expenditure, as required 
by section 62(1 )(d) of the MFMA. 

Procurement and contract management 

95. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations, as required by supply chain management 
(SCM) regulation 17(a) and (c). 

96. Goods and services of a transaction value above R200 000 were procured without 
inviting competitive bids, as required by SCM regulation 19(a). 

97. The preference point system was not applied In all procurement of goods and services 
above R30 000, as required by section 2(a) of the Preferential Procurement Policy 
Framework Act and SCM regulation 28(1 )(a). 

98. Contracts were modified without tabling the reasons for the proposed amendment in 
the council of the municipality, as required by section 116(3) of the MFMA. 

99. Contracts and quotations were awarded to providers whose tax matters had not been 
declared by the South African Revenue Service to be in order, as required by SCM 
regulation 43. 

100. Contracts and quotations were awarded to bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the 
state, as required by SCM regulation 13(c). 



Conditional grants 

101. The municipaiity did not evaluate its performance in respect of programmes funded by 
the allocation and submit the evaluation to the transferring national officer within two 
months after the end of the financial year, as required by section 1 1 (6){a) of DoRA. 

Revenue management 

1 02. A credit control and debt collection policy was not maintained and implemented, as 
required by section 96(b) of the MSA and section 62(1 )(f)(iii) of the MFMA. 

103. An adequate management, accounting and information system was not in place which 
recognised revenue when it was earned, accounted for debtors and accounted for 
receipts of revenue, as required by section 64(2)(e) of the MFMA. 

Asset management 

104. An adequate management, accounting and information system which accounts for 
assets was not in place, as required by section 63{2){a) of the MFMA. 

105. An effective system of internal control for assets (including an asset register) was not 
in place, as required by section 63(2)(c) of the MFMA. 

Liability management 

106. A management, accounting and information system which adequately accounts for 
liabilities was not in place, as required by section 63(2)(a) of the MFMA. 

107. An effective system of internal control for liabilities was not In place, as required by 
section 63(2)(c) of the MFMA. 

Internal control 


1 08. I considered interna! control relevant to my audit of the financial statements, 
performance report and compliance with laws and regulations. The matters reported 
below under the fundamentals of internal control are limited to the significant 
deficiencies that resulted in the basis for disclaimer of opinion, the findings on the 
performance report and the findings on compliance with laws and regulations included 
in this report. 

Leadership 

1 09. Senior management of the entity did not set the correct tone at the top. Senior 
management did not adhere to internal controls, which resulted in various instances of 
irregular, fruitless and wasteful and unauthorised expenditure being incurred and other 
material misstatements In the financial statements not being detected by management. 

110. The accounting officer did not ensure that internal control procedures were developed, 
implemented and monitored to ensure that monthly sets of GRAP financial statements 
were prepared and subjected to review. 

111. The accounting officer did not communicate the commitment to quality in preparing the 
annual financial statements. 

112. Actions plans to address prior year audit findings were not monitored by the leadership 
of the municipality, resulting in the recurrence of material misstatements in the annual 
financial statements. 



Financial and performance management 

113. Management did not review the financial statements to ensure the achievement of fair 
presentation, resulting In material amendments to the financial statements. 

1 14. Specific training interventions are needed in the municipality to enable finance staff 
members to understand and implement the GRAP Financial reporting framework 
effectively in order to fully meet the disclosure requirements of these standards. 

1 1 5. Records management and maintenance disciplines should be refined and included in 
the daily key controls and reviewed and monitored by the appropriate level of 
management. 

Governance 

116. Involvement of and oversight by management during the reporting phase should be 
improved to ensure complete, accurate and timely reporting, in this regard a high 
number of adjustments were made to the financial statements. 

117. The municipality did not establish an Internal audit unit to enhance the internal control 
environment. The internal audit unit is imperative to ensure proper implementation and 
monitoring of internal control. 

118. The municipality did not ensure that the audit committee functions effectively. The 
audit committee is imperative to ensure proper implementation and monitoring of 
internal control. 



Kimberley 
30 November 2012 
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